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Preface
This MAS practice aid is one in a series devoted to the kinds of man
agement advisory services often provided to a CPA’s small business
clients. Even though the same services may be provided to large clients,
practitioners’ experience indicates that providing advice and assistance
to small, closely held businesses often differs from similar engagements
with larger clients. Small businesses frequently do not have or cannot
justify in terms of cost the breadth of financial and accounting expertise
present in larger businesses. Hence, the nature and depth of the prac
titioner’s data gathering and analysis may differ when providing services
to small and large businesses. Most important, the personal plans, fi
nances, and desires of the small business owner may have a significant
impact on the business’s current and future operations, so the practitioner
must take them into consideration when providing advice and assistance.
For members in industry and government, MAS Small Business Con
sulting Practice Aids contain information that may be useful in providing
internal advice and assistance to management. They do not purport to
include everything a practitioner needs to know or do to undertake a
specific type of service. Furthermore, engagement circumstances differ
and, therefore, the practitioner’s professional judgment may cause him
to conclude that an approach described in a particular practice aid is
not appropriate.
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Scope of This Practice Aid
Among the most important functions of a business’s management team
are deciding on strategic objectives and allocating resources to meet
them. Decisions need to be based on relevant, accurate, and timely
information. If management does not obtain quality information, it may
make decisions that contribute to the business’s failure.
This practice aid provides information on how to improve a small
business management information system (MIS) by diagnosing problems
and recommending changes. It contains a case study and sample forms
that include an illustrative engagement letter, an organization chart, a
work-flow chart, and a diagnostic review questionnaire and summary.
Although this practice aid uses professional service organizations
(medical and legal) as examples, the practitioner can apply the tech
niques described to any type of business. However, since individual
businesses vary in structure and operations, some of the techniques may
not be appropriate for all clients. The practitioner needs to identify those
techniques appropriate for each client and engagement situation.
In this type of MAS engagement, the principal output is a written or
oral report that recommends improvements in handling information and
reporting it to management and operating personnel.
This MAS practice aid provides some information that has been pre
sented in previous practice aids. Restating that information was deemed
necessary for complete coverage of this subject.

Introduction
A management information system is a set of data-gathering, analytic,
and reporting functions designed to provide reliable information to an
organization’s management and operating personnel. All organizations
have a management information system, but the systems vary in degree
of sophistication. A management information system can be manual or
computerized. The practitioner needs to consider the role of mini
computers and microcomputers in the analysis and recommendations
for improving a management information system. There are many costeffective, commercially available computerized systems that may be
appropriate for a particular client. Customized computer information
systems are also an alternative. However, the management information
needs of many businesses may be satisfied by a manual system, without
the training requirements and costs associated with computers.
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Management Information System
Characteristics
An effective management information system possesses all or some of
the following characteristics:
• The information is timely, reliable, and useful. The time elapsed be
tween the occurrence of events and the reporting of the events does
not diminish the user’s opportunity to take action. The user can rely
on the information to identify the actions needed to make a decision.
• The information is appropriately detailed to identify out-of-control con
ditions and potential problems.
• The information is directed to personnel who have the knowledge and
time to understand its significance and who can take action.
• The management reports are easily understood and summarize only
those items needed to make a decision.
• The management information system is sufficiently flexible to adapt
to new situations or circumstances.
• The benefits of having particular management information equal or
exceed the costs of gathering, analyzing, and reporting it.
A management information system does not make decisions and does
not provide a single, clear alternative to help make a decision. Rather, it
provides needed information to appropriate individuals so that they can
make timely and effective decisions about planning, organizing, coor
dinating, and controlling the activities of an organization.

Types of Information
A management information system provides operational information as
well as decision-support information. An operating staff needs operational
information as a guide to providing services or delivering the business’s
product. Management needs decision-support information to reach policy
decisions, make plans, set objectives, and exercise control over the or
ganization’s operations to ensure that those objectives are achieved.
The reporting system for both operational and decision-support in
formation falls into one or more of the following groups:
• Financial information addresses the flow of financial resources through
the organization. Examples include financial statements, key financial
and operational statistics, cash flow statements, and forecasts.
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Financial information can include owner-partner and staff utilization
information.
• Logistic information addresses the physical flow of information through
the organization. It can include time reporting and billing information.
• Marketing data addresses the type of services provided, customer
profiles, and advertising techniques.
• Personnel records address demographic, functional, and financial
information about the people in the organization.
Operational information is generally recorded on source documents
and is not summarized in special reports. Decision-support information
is usually provided in four categories of reports:
1. Performance reports cover specific activities and generally compare
current or year-to-date financial data with budgeted financial data.
They usually provide an overview of the activities.
2. Exception reports signal out-of-control conditions or point out possible
problem areas.
3. Demand reports are issued as a result of a deviation highlighted in a
performance report or an exception report or from another source.
4. Planning reports generally are forecasts or budget reports that assist
planning for what-if situations.

Accepting the Client
In determining whether to undertake an MIS engagement, the practitioner
reviews the circumstances of a prospective or existing client’s request.
In initial discussions with a prospective client, the practitioner seeks per
tinent information by asking the following questions:
• Who referred the prospective client?
• Has the prospective client previously engaged an accountant, and if
so, why is a new one being sought?
• Is the prospective client seeking to establish a continuing relationship
with the practitioner or asking for one-time assistance?
• How long has the prospective client been in business?
• What is the nature of the prospective client’s current business?
• Does the management team have the experience or education to
make the business a successful one?
• What events or problems prompted the prospective client to seek an
engagement?
3

The practitioner asks himself these questions:
• Would accepting the engagement be in keeping with professional
standards and with the practitioner's policies?
• Will the practitioner be able to assist the prospective client?
The engagement may be divided into discrete work phases so that
the practitioner may bill portions of the engagement as it progresses,
rather than bill for the entire engagement at completion, and to assist
engagement planning and control. In addition, the assignment of per
sonnel as well as budgeted or anticipated time can be phased to facilitate
continuous review.

Performing a Preliminary Survey
In some instances the practitioner may be asked to submit a proposal
explaining the services to be provided, the approach to be taken in
performing the services, and the anticipated costs. A preliminary survey
provides the information for the proposal or other form of understanding
with the client.
During the preliminary survey, the practitioner gathers appropriate
information that might affect the client’s management information system.
The information may include the following:
•
•
•
•
•
•

Organizational structure
Physical facilities
Capabilities of management and key personnel
Current information system flow
Anticipated growth considerations
Characteristics of the services or products provided by the client and
special operational procedures
• Other data that might facilitate a better initial understanding of client
operations
The time devoted to a preliminary survey may be less for an existing
client due to the practitioner’s familiarity with the client’s operations, per
sonnel, and other key factors. The client’s desired results constitute the
critical factor in all services rendered.
The practitioner plans the engagement approach based on the in
formation obtained. The engagement work program, an important result
of planning, addresses the who, how, and when of successful engage
ment completion.
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Reaching an Engagement
Understanding
If the practitioner agrees to assist the client in diagnosing management
information problems, the next step is to reach an initial understanding
with the client about services to be performed, including the objective,
scope, and conduct of the engagement.
The practitioner communicates to the client, orally or in writing, the
nature of the services, the manner in which they will be rendered, and
the anticipated costs. It is important to remember that although the prin
ciples of a properly functioning information system are consistent for all
organizations, each organization is unique and has special requirements.
Management’s information needs frequently reflect the personality and
organizational characteristics of the owner(s). The practitioner may in
clude the following in a written engagement understanding:1
• An introduction describing the client’s request for services and the
practitioner’s preliminary survey
• Identification of the client's need for service
• Benefits the client anticipates from the proposed service
• The scope of services the practitioner will provide (This is usually a
phase-by-phase analysis of how the services will be rendered, client
personnel who will be involved, provision for factors considered critical
to the success of the engagement, method and timing of feedback
to the client on the engagement’s progress, and the client’s engage
ment responsibilities.)
• Identification of a client liaison (from management) for the engagement
• Estimated cost of services, including manner of billing and expected
payment
• The product to be delivered to the client
The case study (see appendix B) presents a sample engagement
letter (exhibit B-1) demonstrating the understanding between the prac
titioner and the client.

1. For additional information on reaching an understanding with the client, refer to State
ments on Standards for Management Advisory Services No. 2, MAS Engagements (New
York: AICPA, 1982), p. 4, paragraph 17.
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Conducting the Engagement
Conducting an engagement to help improve a client’s management in
formation system usually involves the following four work phases:
1.
2.
3.
4.

Fact-finding
Diagnosis of problems and opportunities for improvement
Development of recommendations
Presentation of the final report

Phase 1— Fact-finding
The preliminary survey provided an overview of the client’s business
environment. The first step in conducting the engagement is to perform
an in-depth study of the client’s current management information system.
(As in the preliminary survey, if the engagement is for a current client,
less fact-finding may be necessary than for a new one.)
The practitioner surveys the services the client offers, reviews and
documents the current operational and financial systems, defines the
organizational structure, and becomes aware of anticipated growth con
siderations. The fact-finding activity forms the basis for assessing system
strengths and weaknesses and for making future recommendations. The
fact-finding steps are as follows:
1. Understanding the client’s present products or services and growth
plans
2. Determining the current information structure
3. Identifying job functions and information flow
4. Documenting the present system
Understanding the Client’s Present Products or Services
and Growth Plans

The practitioner meets with key management personnel to learn the prod
ucts or services offered by the client and others anticipated, as well as
the growth plans for the organization. The products or services offered
will provide direction for the practitioner to later identify the job functions
that require review to improve the management information system. Ex
hibit A-1 in appendix A lists sample nature-of-service questions that the
practitioner may ask clients. The exhibit uses professional service or
ganizations for illustration.
The growth plans encompass any changes in the nature of the prod
ucts or services currently offered by the client as well as anticipated
changes in size, ownership, and staffing. The growth plans will suggest
6

what operational and management information is needed to achieve the
business’s objectives.
The practitioner then identifies the kinds of information necessary to
produce the products or to provide, perform, and manage services, giving
particular attention to any information requirements needed to support
management decisions about unique or unusual products or services.
Determining the Current Information Structure

The practitioner identifies the people who prepare or use management
information, since they will be most affected by a change in the system.
The practitioner will work with these people to gather data, and he needs
to understand that differences can exist between formal job responsi
bilities and actual information-preparation duties and decision-making
responsibilities. The practitioner concentrates on the actual information
functions of the jobs because the MIS recommendations will affect those
functions.
To understand the actual information structure of the organization, the
practitioner identifies the information needed to provide the service, those
people responsible for providing or using information, those responsible
for maintaining the accounting records, and those making management
decisions, as well as the information needed to make those decisions.
Identifying Job Functions and Information Flow

Using the client’s products or services as a base, the practitioner reviews
the organizational functions that the MIS engagement addresses. The
practitioner then applies the data-gathering techniques to understand the
information flow in each function. Exhibit A-2 in appendix A lists sample
functions for law and medical practice clients. These functions are com
mon in professional service organizations. Each function is addressed
from the perspective of the related operational and decision-making sys
tems. To be sure he considers all pertinent functions, the practitioner
details the functions and related factors by using an illustrative diagnostic
technique described later in the practice aid.
Operational information flow. To understand the operational information
flow, the practitioner studies the recording of information, the movement
of forms, the use of forms, and the filing of forms.
The most practical approach to understanding and documenting the
current operational information system is to examine what each person
involved in it does and how it is done. The practitioner gathers the fol
lowing information for each person:
1. The forms, documents, and reports each person receives
2. The data on the forms, documents, and reports when the person
receives them
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3. The number of forms, documents, or reports the person receives, and
the time frame within which they arrive
4. The data the person enters onto each form, document, or report re
ceived or generated
5. The time frame in which the person performs the work
6. Those to whom the person sends each form, document, or report
7. The important data on the forms, documents, or reports necessary
for making decisions or providing the service
8. All miscellaneous tasks that may or may not require specific forms,
documents, or reports but that should be considered in light of the
overall information-system processing
9. How all forms, documents, and reports kept by the person are filed,
either permanently or for future reference
In addition, any information captured through automated systems
needs to be documented.
Decision-making information flow. The operational information flow just
described concentrates on what information each person (or automated
system) needs to perform a specific job. This operational information is
collected and summarized in reports, which management uses to monitor
the overall performance of the organization and make decisions.
The practitioner gathers all the reports and reviews them at the detail
level, to determine the quality of the input, and at the decision level, to
determine their usefulness. Through such review the practitioner identifies
problem areas. Questions the practitioner might use to aid in this process
include the following:
• What information is summarized, and is it the information management
needs to make decisions?
• How is the information summarized? Is sufficient detail given to allow
management to make decisions, or conversely, is so much detail
provided that management cannot get a proper perspective?
• How often is the information summarized?
• Does management receive current information in time to make deci
sions?
• Is the information accurate? What methods are used to control ac
curacy so that management can rely on the reports?
Control points and procedure. The practitioner assesses the controls
used by the organization in handling documents and preparing forms
and reports. In operational systems, information on documents must be
verifiable so that staff can answer questions and management can de
termine that proper action was taken. The control weaknesses may be
8

the primary problem in the management information system. Typical con
trols that facilitate verification are (1) prenumbering key documents to
aid in control and tracking; (2) posting daily summaries of key organi
zational information, such as production or service activity and cost and
accounts receivable data, to control logs; (3) properly noting and doc
umenting exceptions to normal operations; and (4) including sufficient
references to allow tracking of all summary information to source data.
Data-gathering techniques. Three primary techniques— questionnaires,
interviews, and observation—exist to gather data about each job’s infor
mation requirements.
1. Questionnaires. The practitioner or management distributes lists of
questions to each person in the organization. The questions solicit
the following information:
•
•
•
•
•
•

Identification of each form used or handled
Identification of each element of information entered or used
Description of the processing of each form
The frequency and volume of each form
The destination of each form
Problems the person encountered

2. Interviews. At the outset the practitioner reviews the objective(s) of
the interview before meeting with each person. The interviewer asks
questions about the same kind of information as that listed in "Ques
tionnaires.” The practitioner might request that the person have avail
able for review completed samples of all forms, documents, and
reports the person uses or handles, Copies of these forms are also
kept by the practitioner so that he can have complete interview notes.
3. Observation. Randomly observing the operation can help in under
standing the information tasks. The practitioner can observe the vol
ume of activity as well as how the work is organized. Supervision and
the neatness with which the work is performed are other important
factors The observer records these issues, citing specific events
when possible and noting potential recommendations.
Documenting the Present System

The practitioner consolidates the data gathered into a generalized flow
diagram. Documentation of the information flow should include the fol
lowing:
• Copies of all forms, documents, and reports used, preferably with
sample information entered
• Identification of key information on the forms, documents, and reports
9

• The flow of each document
• Specific tasks performed on the documents by each person or iden
tification of how information is used for decision making
The flow of information clearly describes how each document or form
originates, how it moves from step to step, what is done at each step,
how the information is used in making operational or management de
cisions, and how each form is filed. Several techniques exist for docu
menting systems and procedures, two of which are described below.
The flowchart. The more common method of documenting a system is
a flowchart, which illustrates the flow of documents through the functions
performed. Vertical boxes show the activities performed and documen
tation symbols show the flow from activity to activity. Terminations show
the beginning and end of functions as well as when and how documents
are filed. (Appendix B, the case study, includes an illustrative flowchart
as exhibit B-4.)
Playscript. An alternative documentation method is Playscript,2 a nar
rative technique for recording paperwork flow and tasks performed. De
signed with defined beginning and end points, Playscript also empha
sizes movement by starting each numbered step with an action verb.
Playscript provides a convenient and simple method for documenting
procedures. (Appendix B includes a sample of a completed Playscript
form as exhibit B-5.)
Phase 2— Diagnosis of Problems and Opportunities for
Improvement
General Guidelines

At the beginning of the project, management may have perceived a set
of problems and specified management information areas that needed
review and improvement. If so, the practitioner reviews these problems
as part of the fact-finding step, but he needs to separate the problems
perceived by management from the true problems recognized through
the review. The true problems could include a difference in perception
between client management and staff.
Problems need to be stated clearly and specifically; general state
ments are rarely helpful. For example, an effective statement is: Billers
cannot be sure that all information is available to prepare bills. An in
appropriate general statement about the same problem is: The billing

2. Playscript was developed by Leslie Matthies. See the Bibliography for complete infor
mation.
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function is inefficient. A properly stated problem is quantifiable and ver
ifiable. The first statement can be confirmed, and corrective measures
can be taken. The second statement cannot be reviewed and verified.
Symptoms of an inefficient management information system may in
clude—
•
•
•
•
•
•
•
•
•
•
•

Lack of communication.
Lack of timely information.
Inaccurate information.
Preparation of information that is never used.
Conflicting information generated from multiple sources.
Multiple preparation and distribution of reports containing identical
data.
Excessive use of detail.
Insufficient knowledge about competition.
Lack of controls.
Decisions made or actions taken without supporting documentation.
Unexpected financial results.

The practitioner documents problems by referring to specific condi
tions identified in the fact-finding process and details their effect on the
business as completely as possible. The practitioner realizes that various
factors may cause problems in a management information system, in
cluding staff attitudes and competence as well as management leader
ship.
The Diagnostic Review Technique

The practitioner may use the diagnostic review technique as an aid in
assessing the strengths and weaknesses of the management information
system. The technique uses the documentation prepared in the fact
finding step to identify problems and relies on two forms: the diagnostic
review questionnaire (exhibit B-6) and the diagnostic review summary
(exhibit B-7).
After the initial client meeting, the practitioner develops pertinent
questions to ask the client as the first step in using the technique. Ques
tions asked of one client are not necessarily those asked of another. Once
the practitioner has developed a file containing questions that may be
useful for various areas, circumstances, and types of clients, appropriate
questions to ask a specific client will be easier to identify.
The practitioner completes the diagnostic review questionnaire and
brings the results forward to the diagnostic review summary. The sum
mary serves as a cover sheet for all questionnaire forms. Both the indi
vidual questionnaires and the summary indicate opportunities for im
provement in various areas, and thus they help in diagnosing and ad
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dressing problems. (The practitioner can use the diagnostic review
technique for many subjects; it is not limited to improving a client’s man
agement information system.)
Phase 3— Development of Recommendations
After gathering data to evaluate the management information system, the
practitioner develops recommendations for improvement.
Operational information recommendations address the design, flow,
control, and filing of forms and reports. Design recommendations can
include consolidating multiple forms into one document and reducing the
flow of replicated or unnecessary information. To improve flow, the prac
titioner might suggest simplifying the movement of forms from person to
person. For control and filing of documents, the practitioner might advise
verifying information on forms and reports and storing documents for
timely retrieval. Documentation of the new systems and procedures uses
the same methods as documentation for the current systems.
Decision-making recommendations address the overview of man
agement reports, procedures and timing for report preparation, and con
trols for report accuracy. The overview includes a summary of reports. It
demonstrates how to organize information and highlights key reporting
concepts. Procedure and timing recommendations deal with guidelines
for when, how, by whom, and from what source reports are prepared.
The recommendations generally address two key factors—the real
problems identified by the practitioner and the perceived problems iden
tified by management at the beginning of the project. The real problems
relate to handling and consolidating information, and the practitioner
makes recommendations to resolve these problems. The practitioner also
needs to address perceived problems by explaining to management how
the new system will resolve such problems.
The recommendations usually include estimated costs and antici
pated benefits of any new procedures. New systems and procedures
need to sufficiently improve management controls and information to
justify any additional costs. If the practitioner determines at any time
during the engagement that the benefits will not justify the efforts to
implement a new management information system, he discusses this
matter with the client.3
When preparing recommendations, the practitioner needs to consider
various factors that can influence the likelihood of a successful engage
ment. These factors include the client firm’s ability to oversee and im
plement the recommendations; the client’s financial ability to pay the cost

3. See “ Client Benefit in MAS Engagements,” in SSMAS No. 2, MAS Engagements (New
York: AICPA, 1982), 5.
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of implementing the recommendations; the attitudes and ability of the
client’s owners and staff in adapting to new procedures; and the quality
of the current information. The client may need to correct poor quality
information and ineffective data storage before successfully implement
ing a new management information system.
Phase 4— Presentation of the Final Report
In an engagement to diagnose problems and recommend improvements
in a client’s management information system, the practitioner produces
an oral or written report summarizing findings and recommendations. The
report also discusses the implementation cost estimates for the various
recommendations. In presenting the final report, the practitioner may
outline further services to assist the client in implementing the recom
mendations.
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APPENDIX A

General Exhibits
Exhibit A-1

Typical Nature-of-Service Questions
for Professional Service Organizations
For a Law Firm
• Is there significant personal work, such as wills, estate plans, and divorces,
or are the primary services related to corporate work that is repetitive for the
same clients?
• Does the firm have a specialty? If so, what are the unique features of providing
this specialty?
• Do partners perform most of the work, or is it delegated to staff or referred
to other firms?
• Do administrative staff members perform work chargeable to clients? How is
their time recorded?

For a Medical Practice
• What medical services are provided?
• How are nurses and support staff utilized in providing these services?
• Are the medical services ongoing or one-time services?

15

Exhibit A-2

Common Functions in Professional Service Organizations
For a Law Firm
• Timekeeping and recording
• Billing
• Trust accounting
• Cash receipts
• Cash disbursements
• Accounts receivable
• Accounts payable
• General ledger and financial reporting
• Client cost-advance control
• Docketing and other attorney-scheduling functions
• Conflict-of-interest control
• Monitoring and controlling CPE requirements
• Management analysis of lawyer utilization, billing effectiveness and realiza
tion, and profitability of client management

For a Medical Practice
• Encounter recording and control
• Billing to patients and third parties
• In-hospitalization reporting and control
• Patient history recording
• Cash receipts
•
•
•
•

Cash disbursements
Accounts receivable
Provider scheduling and patient appointments
Accounts payable

• General ledger and financial reporting
• Updating of government regulations, as applicable
• Management reporting of doctor utilization, billing effectiveness, and profit
ability
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APPENDIX B

Illustrative MIS Engagement for a Professional
Service Organization
The following case study illustrates an MIS engagement for a professional service
organization—a law firm. However, the engagement activities and procedures
apply to other types of client organizations as well. The case study features an
illustrative engagement letter, organization chart, work-flow chart, and sample
completed forms for documenting procedures. It also includes a completed di
agnostic review questionnaire and a diagnostic review summary. The practitioner
gathers all the forms, and completes many of them, during the fact-finding and
diagnosis phases of the engagement.

Background
The practitioner, Peter Smith, has received a call from John Brown, an attorney
who is managing partner in a small law firm that has specialized criminal and
civil departments. Mr. Brown believes he is losing billings because of missing
time records and failure to recover all client payments. Mr. Brown asks Mr. Smith
to meet with him to discuss the problems.

The First Meeting
The initial meeting takes place in Mr. Brown’s law office. At that time Mr. Brown
describes the firm’s organizational structure and information system. In addition
to Mr. Brown, the firm has eleven attorneys, seven in basic civil practice and four
in the newly designated criminal practice. There are four secretaries and clerical
support staff. The firm added criminal practice six months ago in response to
growing demand for it. Mr. Brown has been running the criminal practice in
addition to his duties as managing partner. He also shares ongoing responsi
bilities for civil practice.
Mr. Brown knows he has a problem in collecting his time and expenses on
billings because on two recent occasions he knows that he had more time on a
client than his records showed. However, he could bill only what he had. In one
case he found time records after the final bill went out, and he had to absorb
the unbilled time.
Because profit distribution is based on attorney and departmental profitability,
Mr. Brown needs to have income and expense information for each attorney and
each department. He does not believe he has sufficient information to manage
his business. He knows who owes the firm money, but he does not have good
information about how effective his attorneys are or how well they are doing in
collecting for their time.
Mr. Brown asks Mr. Smith to analyze his current operation and make rec
ommendations to improve the data-gathering and handling procedures, as well
as the management information preparation systems. The sample engagement
letter that follows (exhibit B-1) outlines Mr. Smith’s understanding with his client.
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Exhibit B-1

Sample Engagement Letter
CPA & Company
Any City, USA 10111
May 15, 19XX
Mr. John Brown
Professional Building
Any City, USA 10111
Dear Mr. Brown:
On Thursday, May 1 0 , 19XX, we met to discuss the problems you are currently
having with your management information system. As a result of these discus
sions, you requested that CPA & Company assist you in improving your infor
mation system.
The scope of our work will encompass the following tasks:
1. Review your present management information system from both an opera
tional and decision-making perspective.
2. Assess the strengths and weaknesses of your current systems and diagnose
problems.
3.
4.

Develop recommendations to improve your systems.
Prepare a final report highlighting the tasks performed and our findings and
recommendations.

It is our practice to provide interim progress updates during the course of
this engagement. We base our fees on the time our personnel spend on your
engagement, plus out-of-pocket expenses. Individual hourly rates vary according
to the degree of responsibility involved and the skills required. We will submit
progress billings.*
If this letter defines our firm’s engagement as you understand it, please sign
and date it and return a copy to us.
Sincerely,
Peter Smith
CPA & COMPANY
PS/mlm
Enclosure
Accepted by -----------------------------------------D ate_________________________________

*
The client may request, or the practitioner may prefer to provide the client with, an
estimate of the engagement fee.
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Conducting the Engagement
Fact-finding
To begin understanding the client's current time-and-expense billing system, Mr.
Smith divides the information gathering into major areas:
Operating Functions
• Time accumulation and recording
• Client advance control and trust accounting
• Billing data preparation and invoice generation
• Collections
• Business development
• Attorney productivity
Procedures and Information Flow
• Time documents completed by attorneys
• Client advance vouchers and reporting to trust accounting books
• Billing reports preparation
• Accounts receivable reports preparation
• General ledger and financial reports preparation
In conversation with Mr. Brown, Mr. Smith identifies nonprofessional staff
assignments. Bookkeepers maintain trust accounting and general ledger/trial
balance preparation. The managing partner’s secretary handles accounts pay
able and accounts receivable. One clerk is responsible for supply procurement
and control, timekeeping, work-in-process preparation for billing, part-time sec
retarial work, office management, and client advance control. Three other full
time secretaries fulfill other duties.
Mr. Smith creates an organization chart (exhibit B-2). He then asks the at
torneys, secretaries, and clerks to complete forms detailing their duties (exhibit
B-3), and he also interviews each individual to gather information and sample
reports and forms. He asks the following questions:
• What forms and reports do you receive?
• How do you process the forms and reports?
• What forms and reports do you pass on to others?
• How do you file the forms and reports you keep?
• What is the volume of materials you process in a week?
With all this information, Mr. Brown can now document the firm’s procedures
by using one of the techniques described earlier. For illustrative purposes, both
the procedure flowchart (exhibit B-4) and the Playscript procedure (exhibit B-5)
follow. In any given engagement, the practitioner uses whichever form is more
applicable. For the sake of brevity, this case study illustrates only one of the
activities in the law firm, time reporting, and provides only one sample form for
each procedure-documenting technique. In an actual engagement, a practitioner
reviews all significant procedures and completes many forms.
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Exhibit B-2

Organization Chart

Managing
Attorney

Secretary/
Clerk
Receptionist

Criminal
Department
Head

Criminal
Secretary
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Civil
Department
Head

Attorneys
(3)

Attorneys
(6)

Civil
Secretary

I

Exhibit B-3

Statement of Duties Form
STATEMENT OF DUTIES

Name
L a u ra

Position
Bi 1 1 i n g

C o le m a n

Division, department, section, or unit
C iv il

Date
M ay 2 7 ,

Frequency*
Description

D w

1. A c c u m u la te ti m e
l a b e l s , s o r t by
c l i e n t s , an d f i t
in c l i e n t b i l l 
in g f i l e .
2. P re p a re checks
fo r cash advan
c e s on b e h a lf o f
c l i e n t s upon r e 
c e iv in g v o u ch er
a u th o riz a tio n
fro m a t t o r n e y .

M

Form no.
(Attach
completed
samples.)

19XX

Approx.
hours
per
month

Estimated
volume
per
month

Percent
total
time

1300

14

45

6

X

300

a

X

2 65

B

X

X

3 . P r e p a r e v o u c h e rs
f o r lo n g 
d is ta n c e t e l e 
phone c h a rg e s and
c o p y in g c h a rg e s
fo r c lie n ts .
S o r t v o u c h e rs and
f i l e in c l i e n t
b illin g f ile .

Cl erk

4. S u m m a riz e , b y
c l i e n t , tim e
l a b e l s , and v o u ch 
e r s , f o r m o n th
a n d r e c o r d on
b il lin g sh e e t.
5. P r e p a r e b a n k
d e p o s i t s ; m ake
copy o f ch eck s
re c e iv e d .

X

220

40

6 . A p p ly , w i t h c o p y
o f ch e ck , d e p o s it
to o u ts ta n d in g
a c c o u n ts
re c e iv a b le .

X

220

40

7 . P r e p a r e a c c o u n ts
re c e iv a b le l i s t 
in g an d a g e in g .
8. R e lie f R ecep
t i o n i s t / te le p h o n e

X
X

9 . F i l i n g , lo o s e le a f s e rv ic e s

5

6
30

X

8

Office Machine or Special Equipment Used
ty p e w rite r,

a d d i n g m a c h in e

*D = daily; W = weekly; M = monthly; I = infrequently.
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Attorney
performs
work and
records
time on
labels.
Data
recorded
includes—
•Attorney
initials.
•Client.
•Description.
•Hours.

Time
labels

Saved
for
week.

Attorney
sends time
labels to
clerk for
filing and
recording.
Stored
until
convenient.

Procedure Flowchart:
Sample Law Firm
Procedure for Time Recording

Files
labels in
unbilled
time file by
client.

Sorts
labels
by client.

Clerk
breaks up
eight-label
sheets into
individual
time labels.

Unbilled
time
file

Exhibit B-4

Exhibit B-5

Playscript Procedure Form
Procedure Title
Procedure for Preparing Time Records

Scope of Procedure
Recording and processing of attorney’s time for future billing

Activity

Responsibility

Sequence

Attorney

1

Performs work for client.

2

Records effort on time labels. These
labels are eight-to-a-page tear-offs.
Documents—
• Attorney’s initials
• Client’s name
• Written description
• Time spent

Clerk

3

Sends a group of pages to clerk via
interoffice mail envelope or leaves on
clerk’s desk, weekly or when conven
ient.

4

Receives time labels in mail or finds on
desk.

5

Files temporarily in large accordian file
for later filing by client at clerk’s con
venience.

6

Breaks forms into client groups; lays on
desk by client for later filing.

7

Files client time tags into client manila
folder for billing purposes.
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Diagnosis of Problems and Opportunities for Improvement
After reviewing the information gathered, Mr. Brown uses the diagnostic review
questionnaire (exhibit B-6) and the diagnostic review summary (exhibit B-7) to
pinpoint problems in the law firm’s management information system.
Diagnostic Review Questionnaire
1.

Questions. The practitioner lists and answers questions about each element
(major factor for review) appearing on the diagnostic review summary.

2. Responses. Questions can be answered with either yes, no, or not applicable.
3. Responsible persons. The practitioner lists the person with departmental re
sponsibility for the item(s) discussed in the questions.
4.

Opportunities for improvement. The practitioner rates the opportunity for im
provement on the following five-level scale:
N = none
P = potential
G = good
S = substantial
C = critical

5. Comments. If appropriate, the practitioner comments on the items discussed
and may make suggestions for corrections.
6. Workpaper references. The practitioner refers to any workpaper documenting
procedures and procedural deficiencies that may exist.
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A tto r n e y s /P a ra le g a ls
A tto rn e y s

S. Doe (C le rk )

J . Sm ith (C le rk )

3. I s a l l tim e re c o rd e d ?

4 . Are a l l tim e r e c o r d s c o l l e c t e d on
a r e g u l a r sc h e d u le ?

5. Are a l l r e c o r d s c o l l e c t e d and
re c o rd e d in a c l i e n t re c o r d o f
tim e and expense?

6. I s th e a t t o r n e y c o m fo rta b le t h a t

J . Sm ith (C le rk )

8 . Are tim e r e c o r d s p r o p e r ly
sum m arized f o r a t t o r n e y and
firm u t i l i z a t i o n a n a l y s i s ?

*N = none; P = potential; G = good; S = substantial; C = critical.

J . Sm ith (C le rk )

7. I s t h e a t t o r n e y s a t i s f i e d t h a t
a l l tim e i s p r e s e n t e d t o him o r
her fo r b illin g ?

a l l tim e i s re c o rd e d ?

A tto rn e y s /P a ra le g a ls

PERSON(S)

RESPONSIBLE

2. Are a t t o r n e y s / p a r a l e g a l s r e c o r d in g
t h e i r tim e pro m p tly ?

N/A

IN PLACE
YES NO

N

P

G

S C*

OPPORTUNITY
FOR IMPROVEMENT

Diagnostic Review Questionnaire

J . Sm ith (B ookkeeper)

TIME RECORDING

QUESTIONS

______________________

Any Law Firm

1. Are th e p r o c e d u r e s f o r r e c o r d in g
and p r o c e s s in g tim e c l e a r and
u n d e rs to o d by a l l firm members?

DATE

CLIENT

DATE

REFERENCE

WORKPAPER

L itig a tio n re p o rts a re n o t
b e in g p r e p a r e d .

A tto r n e y s a r e f i n d in g
c a s e s w here th e tim e th e y
know th e y re c o rd e d i s n o t
a p p e a r in g on t h e i r b i l l i n g
in f o r m a tio n .

COMMENTS _________________ REFERENCE

approved BY

CHECKED BY__________________________________

PREPARED BY_________________________________

INITIALS

Exhibit B-6
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Diagnostic Review Summary

Exhibit B-7

Diagnostic Review Summary
1. Areas. The practitioner identifies areas (selected aspects of the business) as
they relate to the client’s management information system.
2. Elements. The practitioner specifies the major factors requiring review in each
area. They may be identified by a question or subject and will relate to a
diagnostic review questionnaire.
3.

Workpaper references. The practitioner identifies any workpapers that are
pertinent to a specific element.

4. Opportunities for improvement. Each element receives a rating on a five-level
scale:
N = none
P = potential
G = good
S = substantial
C = critical
The ratings indicate the practitioner’s overall judgment based on answers in
the diagnostic review questionnaire.
5. Significant commentary. The practitioner notes any substantial findings that,
after review, may be communicated to the client.
Development of Recommendations
Mr. Smith analyzes all the information on the diagnostic review techniques, the
procedure forms, and the notes from the interviews. He then suggests the fol
lowing changes to improve the management information system:
1.

Improve controls to ensure that all time and client advances are recorded
and considered for billing. Institute control logs and improved handling pro
cedures to better monitor control totals of detail data.

2. When more than one activity is worked on for a client, segregate and report
the time needed for each client matter. This will improve billing and collection
procedures and will also allow for variable rates based on types of service.
3. Consolidate and address billing and collection mailings at one meeting.
4. Collect the following time information for management review:
•
•
•

Attorney utilization of chargeable and nonchargeable hours
Attorney billing efficiencies
Client receipt efficiency

•

Time and billing written off by the attorney

5. Create reconciling controls between the billing function and general ledger
posting. None exist now.
6. Clearly define responsibilities for the collection and control of data.
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